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English economic policy requires different levels of government to pursue 
incommensurate, urban-centric, objectives. Rural areas are characterised by 
‘softer’ development approaches centring on relocalisation. Measuring rural 
economic performance is obscured by the simultaneous use of two spatial 
platforms: the ‘city-region’ and the ‘rural definition’. The characteristics of these 
spatial platforms for measuring rural economic performance are explored through 
plant level productivity data. In general, English rural districts are less productive 
but particularly where they are both lagging and fall outside city regions. The 
city-region platform makes the rural productivity performance look worse than it 
really is but since 2000, rural districts have not been charged with pursuing 
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1.  Introduction 
 
Local, regional and national governments in England have been charged and/or adopted with 
the pursuit of different economic goals. These range from the pursuit of social, environmental 
and economic well-being, through to stimulating productivity. However, in the rural context, 
up until 2007, the Department for Environment and Rural Affairs (Defra) has sought more 
singularly to reduce regional economic and productivity disparities by improving the 
performance of the weakest regions. These different objectives for economic performance at 
different governmental levels are likely to cause problems in policy interpretation. 
Much of the interpretation of rural economic performance depends on the way in 
which ‘rural’ is defined. In economic development terms, the English Government 
Departments have two competing definitions: i) a spectrum that is dependent on population 
densities across land area (Defra, 2004) and ii) a classification based commuting pattern that 
define city regions (Department of Communities and Local Government, 2006). Work also 
has been undertaken to identify those districts which are lagging or peripheral (Annibal and 
Doyle, 2007).  
This paper analyses the spatial structures of rural economies using labour productivity 
measures. By employing all of the spatial platforms deployed by the English Government in 
assessing rural economic performance in tandem, the results indicate that rural districts 
outside of city regions are no less productive than the urban ones, suggesting that remoteness 
rather than rurality per se is the more significant influence over productivity and that city 
regions are likely to make these weak districts even weaker. Rural remoteness, however, does 
influence individual economic sectors outside of city regions. In particular, there is a greater 
proportion of hotel and catering plants outside of city regions, the more remote the rural 
district. This is also true of hotel and catering plants within lagging rural districts.  3 
 
This paper has the following structure. The next section summarises current territorial 
economic frameworks and policies for England. It is followed in Section 3 by a discussion of 
the implications of this framework for rural areas. Section 4 outlines the competing 
interpretations of the territorial nature of ‘rural’. Section 6 presents an empirical analysis of 
the different interpretations of rural and provides an indication of the drivers of the labour 
productivity gaps between categories and Section 7 concludes. 
 
2.  Differential spaces of economic performance in economic development in England 
 
Since the turn of the Millennium, local, regional and national governments in England have 
been charged with or adopted the pursuit of different economic goals. Part one of the Local 
Government Act 2000 (Office for Public Sector Information, 2000) required local authorities 
to pursue economic (and social and environmental) well-being through the production of a 
community strategy. The Treasury and Office for the Deputy Prime Minister (2003) focussed 
on the economic part of this well-being requirement, advising that it should be used to pursue 
economic performance and local prosperity (page 5). The Local Government White Paper 
(Department of Communities and Local Government (hereafter DCLG), 2006) committed to 
the development of a single performance framework for local authorities, proposing that they 
select up to 35 performance targets from a set of 198 indicators (only 33 of which pertain to 
the local economy, DCLG, 2007) to provide flexibility in determining the nature of well-
being in their locality. The Commission for Rural Communities (2008) notes that this 
broadens the scope for interpreting economic performance.  
In contrast to the pursuit of well-being at the local authority level, both national and 
regional economic performance Public Service Agreements (PSA) have been built around 
measures of productivity: Gross Value Added (GVA) per head, using output, rather than 4 
 
income-based measures. Concern here has been both to increase GVA nationally and to 
reduce regional disparities both of which have been considered to have met with some 
success (Treasury et al., 2006). In the rural context, up until 2007, the Department for 
Environment and Rural Affairs (Defra) has sought more singularly to reduce regional 
disparities by improving the performance of the weakest regions (Courtney et al., 2004) 
through the PSA 4 target (Defra, 2005). No acknowledgement was made by Defra in the 
performance requirements of differences between rural and urban local authorities. 
In broad terms, national government and the regions were to pursue notions of 
productivity, and local authorities were to pursue well-being.  
By 2007, the Sub-national Review (Treasury et al., 2007) affirmed that local 
authorities are to ensure that local economic development increases well-being in their 
localities (p. 23), this time through a sustainable community strategy or, for upper tier and 
unitary authorities, their Local Area Agreements. Such well-being should reflect the 
distinctive identity of the area (p. 43), whilst increasing local prosperity. RDAs are to 
continue the pursuit of growth through GVA productivity measures per head, but now 
through a single regional strategy, a specific growth objective and a growth focussed 
framework (page 93). In this context, Defra has now abandoned PSA 4 and indeed any 
specifically rural PSA targets, and has introduced a second order Departmental Strategic 
Objective (DSO) to pursue ‘strong rural communities’ (Defra, 2008a). This is measured in 
turn by two ‘intermediate outcomes’ which reflect both the national preoccupation with 
productivity and the local authority concern with well-being (Defra 2008b). The first is 
supporting economic growth in rural areas with the lowest levels of performance and the 
second is to pursue the evidenced needs of rural people and communities through mainstream 
public policy.   5 
 
Whilst the Defra position in the wake of the 2007 Sub-national Review represents a 
significant departure from its former PSA 4 target, the most significant change occasioned by 
the Review has been to introduce the primacy of economic planning at the sub-regional scale. 
This has come about for at least four reasons. Firstly, the way in which individual local 
authorities have dealt with economic development has been extremely variable with some 
smaller authorities showing little evidence of attention to this portfolio at all (DCLG,2008a). 
These problems will be overcome through sub-regional co-operation between authorities. 
Secondly, the sub-regional scale is felt to be the scale at which place-specific 
economic advantages are often present (for example, pools of labour, higher and further 
education colleges, suppliers and so on), which provide place-specific returns to scale 
(DCLG, 2008b). Thirdly, the relationship between ‘economics’ and ‘place’ needs to be 
strengthened because ‘place’ is where productivity drivers come together and where the life 
chances of individuals are played out (DCLG, 2008c). Finally, currently sub-regional 
arrangements, where they do exist, are considered to be fragmented, confused, variable and 
lacking in capacity, accountability and leadership (Treasury et al., 2007).  
The Sub-National Review (Treasury et al. 2007) thus proposes the development of 
sub-regional economic strategies through Multi-Area Agreements (MAAs), first mooted in 
the Local Government White Paper of 2006 (DCLG, 2006). These will be voluntary at the 
point of creation but, if local authorities so wish, they may establish statutory sub-regional 
authorities (DCLG and DBERR, 2007). These functional sub-regional areas are not that easy 
to define, although the Local Government Association (2007) has attempted this. The LGA 
work suggests, and the implication in much of the Sub-national Review literature is, that 
these functional economic areas as sub-regions will cohere around the notion of the city-





3.  The Sub-national Review: implications for rural areas 
 
The Sub-national Review (Treasury HM et al., 2007) has an overwhelming urban orientation 
and does not acknowledge the particular characteristics of rural areas at all. Thus, in setting 
out the context for the review:  
 
“economic restructuring gives a key role to cities and towns ..... decision-making 
structures therefore need to ensure that cities and towns have the necessary 
flexibility to develop their own economic niches” (paragraph 4.6, page 48).  
 
In developing sub-regional plans, partnerships between the private sector and local authorities 
will be conducted through Urban Regeneration Companies who will conduct city summits 
and generate city business cases and eventually develop into City Development Companies 
(page 25 – authors’ italics). In determining functional economic areas at the sub-regional 
level, “cities and towns are particularly important” (paragraph 4.13, page 49). The model 
planning framework, too, Multi-area Agreements (MAAs), is based on precedents developed 
by a number of cities (Page 89) and the first MAAs are to be in place for cities by June 2008 
(page 90).  
In acknowledging that functional economic areas are to be based around the city-
region, DCLG (2008b) nevertheless recognises that this runs the risk of residualising many 
rural areas, particularly as some 25% of rural districts are not in any city-region (SQW and 
Cambridge Econometrics, 2006). It maintains (DCLG 2008c) that many remoter areas are 
simply too small to be encompassed by sub-regional economic systems. Smaller rural 7 
 
councils and towns, it claims (DCLG, 2008a) are feeling particularly threatened by the city 
region agenda. SQW and Cambridge Econometrics (2006) also note that the functionality of 
city-regions appears to be premised primarily on car-based commuting. They question the 
sustainability of this approach particularly as a number of recent Local Development 
Frameworks, for example, have backed away from polices of dispersal, favouring instead, 
polices of urban concentration This focus is an occlusion felt strongly by Defra’s 44 the most 
lagging (in income terms) rural districts in case studies conducted by Annibal and Doyle 
(2007). 
Much of this concern of the residualisation of, particularly remoter, rural areas in 
spatial economic policy, stems for the particular GVA basis of measuring economic 
performance. Not surprisingly, Annibal and Doyle’s (2007) survey of Defra’s 44 most 
lagging districts, indicates that they themselves favoured a broader approach to measuring 
such performance. These calls for different performance measures for rural areas are 
buttressed by research evidence. Keeble and Tyler (1995) in their studies, for example, found 
rural firms to be overwhelmingly independent, locally owned and locally managed relative to 
their urban counterparts. There also is evidence that they are both younger and smaller than 
urban firms (Keeble and Nachum, 2002; Jarvis and Dunham, 2003) and that most rural new 
firm founders are in-migrants to the area (Mitchell and Clark, 1999; Courtney and Moseley, 
2008) rather than, by contrast to urban firms, from with the locality in which the firm was 
founded.  
But non-economic factors also have a role to play in rural firm formation. Most 
people writing in this area emphasise the importance of the rural environment as a place to 
live and work. Such ‘quality of life’ factors were first noted as a locational determinant in 
America in the 1950s (Greenhut, 1956; Tiebout, 1957). Tiebout (1957) was to describe the 
smaller return that entrepreneurs were prepared to make at that time, in exchange for living in 8 
 
a ‘nice community’ and accruing ‘psychic income’. More recently, such environmental 
factors have been identified as being both a spur to relocate (North, 1998) and a clear 
influence on performance (Johnson and Rasker, 1995).  
Keeble and Tyler, (1995), too found that more rural firm founders moved into the area 
before setting up the firm than set up the firm before moving into the area. These moves were 
dominantly residentially motivated: villages were perceived to be “a pleasant place to live” (p 
985), and such factors are still significant in the new Millennium (Courtney and Moseley, 
2008). The motivations for urban locations are quite different, founded more on economic 
rationales such as productivity measures. In lending support to the influence of these less 
tangible factors, Courtney et al. (2004) undertook a series of qualitative surveys in ‘well 
performing’ and ‘poorer performing’ district authorities and found a number of factors 
relating to the environmental and cultural quality of life to be perceived as being significant 
in determining economic performance.  
These quality of life determinants of location can influence performance in a number 
of ways. Whilst many authors identify a positive influence (Acs and Malecki, 2003, Terluin, 
2003), Galloway and Mochrie (2005) found that it could make firms less ambitious and less 
growth orientated: they could be lifestyle firms, rather than entrepreneurial. The Deakins et 
al. (2003) study found, for example, that 86% of their sample of small rural businesses 
actually did not want growth. Business orientation is inextricably linked to the motivations 
and ambitions of the business owner (Culkin and Smith, 2000) and these in turn will 
influence the receptivity to external policy influence (for example in the area of business 
advice). As Bryden et al. (2000), put it, rural development is something done by people rather 
than to people. 
These softer notions of rural development have captured the imagination of rural 
communities themselves, in what Slee (2008) has termed ‘relocalisation’ where local 9 
 
comparative economic advantage in a globalising world tends to run counter to a number of 
conventional notions of economic theory (Bryden et al., 2000). Slee (2008) criticises the 
whole concept of growth in economic terms from two principal standpoints. Firstly, 
economic growth has considerable social and economic costs, or negative externalities, 
associated with it. When these (for example, the loss of natural capital and inequality) are 
internalised into productivity measures, such as through the Index of Sustainable Economic 
Welfare (ISEW) (Matthews et al. 2003), GVA gains are not reflected in ISEW gains. 
Secondly, there is only a very weak association between growth and happiness. Slee 
(2008) cites a large body of literature dating back to the 1960s that clearly indicates that after 
the attainment of a relatively low level of income, increased wealth shows little or no 
correlation with increased well-being or happiness. He offers (p. 5) some of Layard’s (2005) 
policy exhortations that follow from this if happiness goals are to be pursued: promote active 
democracy; prioritise mental health more highly; increase home and community security by 
not encouraging too much geographical mobility; don’t promote the search for status; limit 
dysfunctional advertising; discourage self[-]defeating work through taxation; make secure 
work and pensions a higher priority; incentivise producers by encouraging high standards 
rather than offering financial incentives; rather than maximising income, redistribute it to 
where it will make most difference. 
Growth thus yields negative externalities on the one hand and does not increase 
happiness on the other. In this context, Slee (2008) calls for a relocalisation of work, energy 
production, food production and the use of leisure time. It is the pursuit of a number these 
‘non-growth’ characteristics that is enjoying increasing popularity amongst rural 
communities themselves - quintessentially sustainable development goals. Thus, ‘bottom up’ 
initiatives such as community land trusts (Countryside Agency, 2005), community finance 
solutions (Dayson et al., 2008) alternative foods, local foods, farmers markets and the like 10 
 
(Winter, 2003) are all naturally adopting Slee’s (2008) notions of relocalisation on the 
ground. Transition towns in particular offer the pursuit of many of Layard’s (2005) happiness 
objectives in a movement that sits outside of public policy but is gaining considerable 
momentum from the ‘community up’ (Hopkins, 2008). 
Thus, to sit alongside the policy objectives of productivity at the national and regional 
levels, and the pursuit of well-being at the local authority level, a definable third ‘bottom up’ 
movement in the consideration of rural economic performance might also be considered to be 
the pursuit of happiness. Whilst the policy goals of productivity and well-being can be seen 
in various policy documents to disadvantage rural areas because of its urban-centric nature, 
the pursuit of happiness is much closer to the core of rural economic development, driven by 
rural communities themselves.  
 
The State of the Rural Economy  
 
Claims about the rural economy of England must be considered with some care. The 
Commission for Rural Communities (2008) boldly suggests that in productivity
1 terms: 
 
”rural districts have overtaken England’s major cities and urban areas outside of 
the capital as drivers of the national economy in many respects” (CRC, 2008, p. 
76) 
 
But in many respects, too, they have not. Whilst business formation, turnover, GVA 
productivity and employment are growing more quickly in rural than in urban areas 
(Countryside Agency, 2005) they are growing from a lower base and proportionate increases 
                                            
1 This is despite the fact that district authorities have been pursuing well-being rather than productivity objectives since 2000. 11 
 
are not necessarily good indicators of absolute increases in economic performance. Whilst the 
CRC (2008) notes that GVA growth in the most remote and remote local authority districts 
(defined in the following section) is higher even than in London, it also notes that absolute 
GVA levels in both or these categories are lower than the national average.  
  Similar interpretations are possible for rural incomes. Average household incomes of 
rural residents are higher than for urban residents and the more remote the area, the higher the 
income (CRC, 2008). This is not a good measure of the performance of the rural economy 
however, since many rural residents actually work in urban areas. As the CRC later notes, the 
lowest wages in England are to be found in sparse areas, and these wage levels are volatile 
over time. Wages of those working in rural areas are lower than amongst those living in rural 
areas but working in urban ones. 
In short, rural wages are lower than urban wages, but the extent to which this is a 
problem depends on two factors. Firstly, such wages have to be set against different costs of 
living in rural areas and secondly, the extent to which people have chosen to live in rural 
areas for lifestyle reasons, as has been noted above, electing to take a lower rural wage as a 
result, needs to be considered.  
Unemployment, too, is inversely related to rurality: unemployment rates are lowest in 
the most remote districts and these rates rise consistently across district classifications as they 
become more urban (Commission for rural Communities, 2008). But this could be explained 
by rural unemployed people tending to move to more urban areas to find work, exacerbating 
urban levels whilst lowering rural ones, as much as by the existence of rural job 
opportunities.  
Some 30% of all businesses are in rural England too, but they are smaller than urban 
ones, contain much higher levels of self employment, underemployment, seasonal and part 
time work and deploy lower skills levels, leading to lower wages than in urban businesses 12 
 
(Defra, 2005). Despite the headline data, therefore, Defra (2005) considers that rural areas are 
inherently less productive than urban areas because of their periperality, an issue that is not 
fully acknowledged in national assessments of GVA productivity. They also have a very 
narrow economic base with a small number of sectors dominating rural areas (Lowe and 
Ward, 2007). 
 
4.  Competing interpretations of the territorial nature of ‘rural’ in English Policy 
 
Much of the interpretation of rural economic performance of course depends on the way in 
which ‘rural’ is defined. In economic development terms, the English Government 
Departments have two competing definitions. Defra’s (2004) current definition of rural has a 
number of ‘degrees’ of rurality contained within it. This spectrum is based upon population 
densities across the land area of. The definition can be employed to interrogate a wide range 
of different types of data, but importantly the categories used in the definition change 
according to the degree to which the data that are being used is spatially disaggregated. The 
default definition is based on data collected at Census Output Area (COA) level and is 
presented in Figure 1. 
 
{Figure 1 about here} 
 
At this scale of data collection (COA), there are 8 categories in the definition (ranked 
in order of sparseness in the above diagram): two are urban (and cover all settlements of more 
than 10,000 in size) and six are rural. These are classified by both type of settlement (town 
and fringe, village and dispersed) and by what Champion and Shepherd (2006) term their 
context - sparse or less sparse. 13 
 
If data can be used that are at a level that is more disaggregated than the COA (for 
example at hectare squared or postcode level) it is possible to derive an even more detailed 
settlement breakdown than this (more than 8 categories). This breakdown remains unstated 
(Defra 2005a). It is more common, however, that data, and particularly multiple combinations 
of data, are available at levels that are more aggregated than the COA level. Most commonly 
here, data are available only at Census Super Output Area (CSOA) or Ward level on the one 
hand, or at the local authority district level (LAD) on the other. In each of these cases, the 
definitions of rural and urban/rural change because aggregation does not allow as many 
categories as the 8-fold default classification above.  
If data are used, disaggregated only to CSOA or Ward level the, the ‘spectrum’ of 
definitions that can be used for classifying urban/rural drops to 6, four of which are rural 
(Defra 2005). These are: 
 
1. Non-sparse urban,  
2. Sparse urban,  
3. Non-sparse town and fringe,  
4. Sparse town and fringe,  
5. Non-sparse other,  
6. Sparse other.  
 
Where local authority districts (LADs) are used as the most disaggregated 
geographical area for data, the ‘spectrum’ variable for classifying rural and rural/urban again 
changes to a six point classification, this time with three rural classifications. The 
classification using LAD level data thus becomes:  
 14 
 
1. Major Urban 
2. Large Urban 
3. Other Urban 




Here, Significant Rural (SR) is defined as a LAD with  more than the national average of 
26% of the population living in rural settlements (defined in the Defra definition) Rural 50 
(R50) is more than 50% of the rural population living in rural settlements and Rural 80 (R80) 
is more than 80% of the population living in rural settlements). Some 178 of the 354 LADs in 
England fall into one of these rural types. They comprise 36.5% of the England population 
(SR, 13.1%, R50, 11.7% and R80, 11.7%). According to the CRC (2008) these three rural 
local authority categories broadly represent increasing degrees of remoteness and this 
terminology of ‘remoteness’ will be used in the remainder of this paper.  
The population of rural LADs (17.9 million in 2001) is much higher than those living 
in rural areas under the COA definition (9.5 million), because many rural LADs have urban 
areas within them. It is clear from the foregoing that the definition is not a definition per se, 
but a structure within which definitions can be derived and made flexible according to the 
nature and scale of available data, particularly where disparate databases are being used. In 
the assessment of rural economic performance below, LADs are used as the spatial basis of 
assessment, and the Defra rural definition distribution of LADs is shown in figure 2 below. 
 
{Figure 2 about here} 
 15 
 
Consistent with the Sub-national Review (Treasury et al., 2007) and the Local 
Government White Paper (DCLG, 2006), however, work also has been undertaken to classify 
rural LADs by city region. The SQW and Cambridge Econometrics (2006) study classified 
district authorities in relation to city regions according to commuting patterns to arrive at the 
classification in Figure 3 below. 
 
{Figure 3 about here} 
 
Some observations can be made about these two sets of definition. Firstly, some 25% of 
districts defined by Defra as SR, R50 or R80 fall outside of a city-region. Under Defra’s old 
PSA 4 productivity target, 44 low productivity rural districts (average incomes in the lowest 
quartile of local authorities – yellow in the figure 4 below) were prioritised for sponsored 
Defra intervention as lagging districts. 
A further 22 districts were identified as less severely challenged but with a number of 
low productivity wards (those just above the lowest quartile and in brown in figure 4). 
Interestingly, the 44 lagging districts are largely coastal or peripheral and cluster into seven 
areas. In Annibal and Boyle’s (2007) survey of these districts, a number were not aware that 
they were a Defra lagging district at all and some had never heard of the PSA 4 target.  
 
{Figure 4 about here} 
 
  All of these 44 lagging districts are either not in city-regions at all (55% of them - 
green in figure 5 below) or are what Annibal and Doyle (2007) term “peripheral” within a 
city-region (blue in figure 5 below).  
 16 
 
{Figure 5 about here} 
 
The SQW and Cambridge Econometrics (2006) study suggested that rural areas 
within city-regions are about 8% more productive (using both work-based and resident-based 
income GVA measures) than rural areas outside of city regions. This is only 5% when skills, 
occupational structures and other regional factors are taken into account – considered to be a 
more accurate reflection of the city-region influence per se. Earnings of rural residents within 
city-regions are about 18% higher than those outside, but only about 9% when occupational 
structure and skills levels are taken into account. Rural areas within two or more city regions 
perform better than those only in one. Whist these rates have not changed much in the recent 
past, rural areas within city-regions are expected to grow more successfully than those 
outside. In terms of policy, whilst rural areas within city regions perform better than those 
outside, according to SQW and Cambridge Econometrics (2006) they still retain typically 
rural characteristics such as low wages and low skills.  
The remainder of this paper explores the nature of rural differential economic 
performance across these two territorial platforms of rural (the Defra definition and the city 
region) as a means both of identifying influences over performance but also as a means of 
exploring the extent to which variations in rural economic performance can be attributed to 
the spatial definitions used as much as more substantive economic parameters. 
 17 
 
5.  Business (plant) structure: rural districts, lagging districts and city regions  
 
In the empirical analysis below, the plant level data held by the Office for National Statistics 
in the Annual Respondents Database (ARD2) is used, which brings together a wide range of 
data relating to individual business units (ONS, 2002). This is supplemented with data from 
the Defra rural area LAD classifications considered above, to allow comparisons of 
performance both inside and outside of city regions. It is important to note the level at which 
the data for the ARD2 are collected. This is the level of the plant and there may be more than 
one plant in a firm. In the analysis, the term ‘plant’ is therefore used, rather than ‘firm’ or 
‘business’, as the base economic unit of the analysis.  
The complete ARD2 data set includes all firms with greater than 250 employees in 
England (which are surveyed on an annual basis as a statutory requirement), but only a 
sample of firms with fewer than 250 employees. Smaller firms are sampled on a random basis 
(see ONS, 2002, p.2). The ARD2 data omits Standard Industrial Classification (SIC) 100 
(agriculture, forestry and fishing) because of the very small size of businesses in this sector, 
in employment terms, as noted above. This plant level assessment accounts for the numbers 
of plants within a firm by using the variable llunit, which is the log of the number of plants 
within the firm establishment. If the firm is a single plant establishment then this is equal to 
zero. GVA at factor cost per worker is used as the measure of productivity, measured at the 
plant (and therefore work-based) rather than the place of residence. Data on firm-specific 
capital stock is obtainable from the ONS and is matched with firm-specific data within the 
ARD2. Although this is not identical to the Treasury investment productivity driver (CURDs, 
2003), it represents the result of past investments and is appropriate in modelling based on the 
Cobb-Douglas production function. 18 
 
Based on the subsample of the ARD2, which is influenced by data attrition due to the 
inclusion of additional explanatory variables in the empirical analysis below, some idea of the 
nature of the differences in economic profiles of rural LADs (relative to each other and 
relative to non-rural LADs) can be observed. Table A presents a comparison of the plant 
structure of rural LADs inside and outside of city regions using Defra’s LAD classification, 
SR, R50 and R80. The assessment does not include plants in Major Urban (MU), Large 
Urban (LU) or Other Urban (OU) LADs (which are part of the Defra definition), which also 
fall both inside and outside of city regions. Of the 174 Rural LADs in England, 43 of them 
are outside of city regions. 
 
{Table A about here} 
 
Using these classifications, some 1,257 out of a total of 6,124 plants in rural LADs 
fell outside of city regions altogether – some 20.5% of all rural plants. Interestingly, this 
proportion is consistent across the three different types of rural area, R80, R50 and SR: 
20.2% of plants in the most remote LADs (R80) fall outside of city regions, 20.6% of plants 
in less remote LADs (R50) fall outside of city regions and 20.8% of plants in the least remote 
of the rural LADs (SR) fall outside of city regions. This suggests that rural plants are equally 
likely to fall outside of a city region (and therefore not have access to the policy benefits that 
a city region might confer) irrespective of how remote the LAD is in which the plant is 
situated. Similarly, remoteness per se does not increase the likelihood of a plant falling 
outside of a city region. 
The economic profile of these ‘non-city region’ LADs can be explored further, again 
using Table A, by examining plants by SIC from the ARD2, where remoteness does seem to 
have a more significant role to play. Thus, 26.3% of all plants in the hotel and catering sector 19 
 
fall outside of city regions in R80 LADs, but only 17.6% of hotels and catering plants in R50 
LADs and 22.1% of such plants in SR LADs fall outside of city regions. Whilst there are 
significant differences across different rural categories these are not linear by rurality: real 
estate plants are least likely to fall outside of city regions in R50 LADs. There also appears to 
be a U-shaped relationship for plants operating in ‘other sectors’ that fall outside of city 
regions with a relatively low proportion existing in R50, but high proportions existing in R80 
LADs; the reverse pattern appears for plants in the transport sector 
It is also possible to create an economic profile of Defra’s lagging districts by the 
Defra LAD rural definition for different industrial sectors. The number of plants by SIC from 
our ARD2 sample is shown in table B below. To provide a context for these plant numbers, 
of the 71 R80 LADs in England, 26 of them are in lagging districts; of the 50 R50 LADs, 13 
of them are in lagging districts, and of the 53 SR LADs, 5 of them are in lagging districts.  
 
{Table B about here} 
 
In R80 LADs, more than half of all hotel and catering plants are in lagging districts, 
despite the fact that only 37% of R80 LADs are lagging districts. Only in real estate in R80 
LADs are there proportionately fewer plants than the proportion of R80 LADs that are 
lagging districts. This pattern is broadly repeated for R50 LADs, 26% of which are lagging 
districts. The proportion of hotel and catering plants in R50 LADs is lower than in R80 LADs 
however, where only a third of plants are in lagging R50 districts. The number of plants in 
lagging SR LADs is small, possibly because of the small number of SD lagging districts and 
their small proportion of all SDR LADs – only 9%. Whilst these observations could be due to 
ARD2 sample selection bias or indeed could result from attrition as a result of the 20 
 
introduction of extra explanatory variable in later regressions, the results are likely to be 
reasonably accurate because of the size of the dataset used.  
Turning finally to city regions, of the 354 English LADs, 59 are not in a city region. 
Of these 59, 20 are R80 LADs, 11 are R50 LADs and 12 are SR LADs. The remaining 16 are 
urban LADs (MU, LU and OU). Of the 44 lagging districts, 23 are not in a city region. These 
are all rural LADs: of R80 LADs, 13 of 26 lagging districts are not in city regions; of R50 
LADs, 7 of the 13 lagging districts are not in city regions and of the SR LADs, 3 of 5 lagging 
districts are not in city regions. Table C shows the distribution of plants in the sample across 
lagging and non lagging districts and across districts inside and outside of city regions. 
 
{Table C about here} 
 
Labour productivity: rural districts, lagging districts and city regions 
 
In examining work-place labour productivity levels, the data suggest that plants located in all 
three of the rural LAD categories in the Defra definition are less productive than the average 
plant in all English areas taken together (Table D, column 1). Plants in the most rural, R80 
LADs, are 17% less productive than the average English plant; R50 LADs are 11.3% less 
productive and SR 6.6% less productive. Here, there is a clear linear relationship between 
remoteness and labour productivity: plant productivity declines, the more remote the district.  
 
{Table D about here} 
 
But what factors might explain these differences? The capital stock of the firm, the 
size of the plant’s workforce and the ratio of part time to full time staff do account for some 21 
 
of these differences. Once they are taken into account (in column 2 in Table D) the gap in 
labour productivity of plants in these districts relative to all plants in all English districts falls 
to the following: R80 LADs are 15.9% less productive; R50 LADs are 9.3% less productive 
and SR 6.5% less productive. These labour productivity differences also can be explained in 
part by the industry in which the plant is operating – some LADs appear to be have a much 
lower level of labour productivity because they have a higher proportion of plants operating 
in relatively low productivity industries. Once these differences are taken into account, the 
productivity differences against all LADs taken together again fall (column 3 in Table D): 
R80 LADs are 13.4% less productive; R50 LADs are 8.2% less productive and SR 6.1% less 
productive.  
  Columns 4, 5 and 6 in Table D offer explanations of the causes of the labour 
productivity differences between plants in these three rural area definitions and the average 
English plant. Low levels of labour productivity in R80 LADs are caused by smaller 
enhancing effects of capital stock, workforces that are too small to have achieved economies 
of scale and larger proportions of part-time employees. R80 LADs would also have higher 
observable labour productivity levels if they had greater numbers of construction and 
manufacturing plants; the detracting effect of plants in the hotel and catering sector are not as 
large in these areas. In R50 LADs the labour productivity differences can be attributed at 
least in part to the presence of greater proportions of part-time workers. The low levels of 
labour productivity in SR LADs seems to be due to the smaller enhancing effects of capital 
stocks and larger proportions of part-time employees. Such areas would also have higher 
observable levels of labour productivity if there were more plants operating in the 
construction, wholesale, real estate and manufacturing sectors and, in common with the R80 
LADs, the detracting effect of plants in the hotel and catering sector are not as large in these 
areas. 22 
 
The results presented in Table D are for the whole sample of plants across all areas of 
England. Table E presents the same types of estimation but this time the sample is 
constrained to include plants only within city regions. Of the 354 English districts, 295 are 
within city regions. Of these 295, 131 fall into one of the Defra rural classifications (R80, 
R50 or SR) and the remainder are urban (MU, LU and OU). Of the 59 LADs not in city 
regions, 43 (R80, R50 or SR) of them are rural and 16 are urban (MU, LU and OU). The 
same productivity gap patterns are observable in these tables D and E, albeit with slightly 
smaller magnitudes. This should be expected because the plants that are operating outside of 
city regions have been excluded in Table E, and these contain plants that tend to have slightly 
lower levels of labour productivity. Nevertheless, the results are stable. 
 
{Table E about here} 
 
  In examining productivity levels in just the R80, R50 and SR LADs that are outside of 
city regions, however, some interesting differences do emerge. Table D shows that plants in 
R80 and R50 LADs outside of city regions are no less labour productive, using traditional 
levels of statistical significance, than non-rural LADs (MU, LU or OU) outside of city 
regions. This might suggest that it is not rurality per se that has a particular influence on 
labour productivity, but rather periperality: falling outside a city region. Table F also 
indicates that plants in SR LADs outside of city regions are the most productive of all non-
city region areas, and this includes non-rural LADs. Table F suggests that this is largely due 
to a relatively higher proportion of relatively productive wholesale and real estate plants and 
greater returns to capital stocks in these non-city region SR areas. This evidence suggests that 
certain kinds of rurality might even have productivity advantages over more urban LADs 
where urban and rural LADs are equally peripheral. 23 
 
 
{Table F about here} 
 
  Turning now to lagging districts, table G presents the results of econometric 
regressions on a sample which is comprised of plants based in lagging districts and R80 
LADs. This is done whilst recognising that there are districts which fall into both of these 
classifications. This assessment seeks to identify whether the labour productivity 
performance of plants in the 44 lagging rural districts differs from plants located in the 71 
R80 LADs. These results suggest that plant performance in labour productivity terms in 
lagging districts is about 13% lower than in R80 LADs (column 1), which can be partly 
explained by a poorer capital stock and a higher proportion of part-time to full-time workers 
in lagging districts (column 2) as well as different industrial structures (column 3). Column 4 
presents the estimates of a cross-section pseudo-Chow test to identify whether these 
explanatory variables have different effects on lagging districts than in R80 LADs. It appears 
that real estate plants are less productive and that the detracting effect of employing part-time 
workers is greater in lagging districts relative to R80 LADs. 
 
{Table G about here} 
 
  Table H presents the results of econometric regressions on a sample which is 
comprised of plants based in lagging districts and R50 LADs, again recognising that there are 
districts which are part of both of these classifications. This assessment seeks to identify 
whether the labour productivity performance of plants in the 44 lagging districts differ from 
plants located in the 50 R0 LADs. These results suggest that plant performance in labour 
productivity terms in lagging districts is some 13.6% lower than in the R50 LADs (column 24 
 
1), which can be explained by lower levels of capital stock, fewer scale economies, and a 
lower ratio of full time to part time workers in lagging districts (column 2) as well as 
different industrial structures (column 3). Column 4 presents the estimates of a cross-section 
pseudo-Chow test to identify whether these explanatory variables have different effects on 
lagging districts than in Rural 50 districts. It appears that lagging districts suffer from lower 
returns to capital stocks and the detracting effect of employing part time workers in lagging 
districts is greater relative to Rural 80 districts. The lagging districts, however, do appear to 
have some advantages over the R50 districts in that they have more productive transport 
sector plants and hotel and catering plants that are less of a drain on the economy (they are 
less ‘unproductive’) than in R50 districts.  
 
{Table H about here} 
 
  Table I replicates Tables G and H by investigating the labour productivity gaps 
between lagging districts and SR LADs. The results suggest that lagging districts appear to 
have labour productivity levels some 17.6% below the SR LADs (column 1). Again, this can 
be explained partly by lower levels of capital stock and a higher ratio of part time to full time 
workers (column 2) as well as industrial structure (column 3). Column 4 shows that plants in 
SR LADs are affected by these explanatory variables in the same way as all other districts in 
the sample, except that they suffer more from having lower capital stocks and less productive 
wholesale plants 
 
{Table I about here} 
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  Finally, table J shows that plants within city regions that are not lagging districts have 
the highest level of labour productivity of the four LAD categories in the table. The lowest 
labour productivity is to be found in plants not in city regions that are in lagging districts. 
Table J also indicates that plants in city regions are statistically significantly more productive 
than plants located outside of a city region and plants not in lagging districts are statistically 
significantly more productive than plants located in lagging districts. Further, within city 
regions, plants located in lagging districts are statistically significantly less productive than 
plants located in non-lagging districts and outside of city regions, plants located in lagging 
districts are statistically significantly less productive than plants located in non-lagging 
districts. All of these results are statistically significant at the 99% confidence level. 
 
{Table J about here} 
 
From these assessments, the persistent deficiencies in the lagging districts in respect 
of labour productivity, compared to all rural LADs, appear to be lower levels of capital stock 
and higher levels of part time, relative to full time, employment. Lower levels of real estate 
plant productivity (relative to R80 LADs) and wholesale plant productivity (relative to SR 
LADs) are also evident in the lagging districts. The transport and hotel and catering sectors 
appear to offer relative productivity advantages for the lagging districts, particularly relative 
to R50 LADs.  
 26 
 
6.  Conclusions  
 
This analysis suggests that city regions as spatial structures for economic development are 
likely to accentuate economic disadvantage in many rural districts. Using the yardstick of 
labour productivity, the 59 districts that fall outside of city regions are in aggregate less 
productive than those within city regions. And of these, 43 are rural (20 R80 LADs, 11 R50 
LADs and 12 SR LADs). Interestingly, the rural districts outside of city regions are no less 
productive than the urban ones, suggesting that remoteness rather than rurality per se is the 
more significant influence over productivity. Indeed, some Significant Rural districts outside 
of city regions are more productive than urban districts outside of city regions. Further, of the 
44 lagging rural districts (defined as being low productivity districts), more than half of them 
fall outside of city regions. This residualisation in economic development terms can only 
serve to exacerbate the problems of low productivity in these rural districts: city regions are 
likely to make these weak districts even weaker.  
This analysis also shows that, using all of the spatial platforms deployed by the 
English Government in assessing rural economic performance in tandem, rural remoteness 
per se does not influence the overall proportion of rural economic activity that falls outside of 
city regions. Rural remoteness, however, does influence individual economic sectors outside 
of city regions. In particular, there is a greater proportion of hotel and catering plants outside 
of city regions, the more remote the rural district. This is also true of hotel and catering plants 
within lagging rural districts.  
This is significant, because hotel and catering is also a sector with low productivity 
plants. To a degree, therefore the inherent industrial structure makes remoter rural areas less 
productive, but it also defines these areas as being amongst the most attractive (through the 
dominance of tourism) and therefore susceptible to economic ‘lifestyle’ approaches rather 27 
 
than just those that necessarily maximise productivity. The significant presence of part-time 
working in remoter and lagging areas too, reduces their productivity relative to other areas, 
but the evidence does not indicate whether this is as a result of lack of job opportunities or 
through lifestyle choices. Again, high part-time employment levels could be an indication of 
more endogenous, lifestyle economies rather than productivity driven ones.  
The differential objectives for economic performance (productivity, well-being and 
happiness) at different governmental levels are likely to cause problems in policy 
interpretation. This is exemplified by the Defra notion of a lagging district. They have been 
characterised as lagging by Defra, because of their low productivity. Yet since 2000, district 
authorities have been charged not with the pursuit of productivity, but rather, with well-being. 
It is likely, because of their relative remoteness, that their well-being indicators are orientated 
more towards ‘lifestyle’ than productivity ends. In some areas, even, where transition town 
designations are becoming numerous (49 had been designated in England in the two years to 
August 2008), such districts, de facto, may be moving towards the pursuit of happiness 
objectives, through the selection of particular well-being indicators. These lagging districts 
have been categorised by a parameter that they have failed to achieve, but have not be asked 
to pursue anyway. 
Perhaps in this context there is some purpose in peripheral rural districts (both those 
that are lagging and that are not in city regions) forming sub-regional partnerships, as mooted 
in the Sub-national review (Treasury et al., 2007) actually to assert their identity in well-
being rather than productivity terms – as places to live and work that are ‘different’ from 
productivity driven spaces, were ‘quality of life’ parameters are perhaps higher on their 
particular agendas. The wide choice of well-being indicators would also allow such sub-
regional partnerships to shape their economic purpose to their own particular ends, possibly 28 
 
even aligning it with the relocalisation movement and the increasing range of ‘happiness’ 
initiatives outlined earlier in the paper  
The panoply of rural spatial categorisations for economic development combined with 
the range of measures of economic performance, certainly suggests that at least part of the 
fortunes of rural districts depend on how they are defined and grouped, rather than 
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Table A: numbers of rural plants by Defra rural definition, within and outside of city regions in England  
 
 
Rural 80  Rural 50  Significant Rural 
Totals from rural 80, 




































Construction  137  22  13.8  128  31  19.5  151  40  20.1  509 
Hotels and catering 
sector  365  130  26.3  357  76  17.6  385  109 
  22.1  1422 
Manufacturing  332  77  18.8  293  92  23.9  307  86 
  21.9  1187 
Real estate  272  49  15.3  295  58  16.4  364  72  16.5  1110 
Transport  90  13  12.6  87  29  25.0  88  23 
  20.7  330 
Wholesale  410  116  22.1  367  109  22.9  439  125  22.2  1566 
Other sectors  279  87  22.7  272  56  17.1  287  86 
  23.1  1067 
Total  1606  407  20.2  1527  395  20.6  1734  455  20.8  6124 
Notes: Sample sizes in other tables are much larger than the numbers in this table; this is because this table relates only to the number of plants in local authority 




Table B: numbers of plants in the sample by different types of rural district  
 
  LA class 1 
“Rural 80” 
LA class 2 
“Rural 50” 
LA class 3 
“Significant 
Rural” 


















Construction  110  49  120  39  182  < 10 
Wholesale  373  153  380  96  528  36 
Transport  76  27  81  35  97  14 
Real estate  261  60  298  55  421  15 
Manufacturing  277  132  289  96  362  31 
Hotels and 
catering  81  48  79  26  109  12 
Other sectors  267  99  271  57  353  20 
Notes: Sample sizes in tables below are much larger than the numbers in this table; this is because this table 
relates only to the number of plants in “Rural 80”, “Rural 50” and “Significant Rural” classifications.  Source: 
ONS 35 
 
Table C: numbers of plants in the sample by lagging rural districts and by districts inside 
and outside of city regions.  
 
  Not a lagging 
district 
Lagging 
district  Total 
City region  13,883  632  14,515 
Not a city region  1,252  477  1,729 




Table D: Labour productivity disparities in Rural 80, Rural 50 and Significant Rural Local Authority Districts, relative to the whole sample  
 
  1  2  3  4 (Rural 80)  5 (Rural 50)  6 (Significant rural) 
N  16810  15691  15691  15691  15691  15691 
        Standard  Compound  Standard  Compound  Standard  Compound 





(0.022)  –  -0.090 
(0.082)  –   
– 
 
–  – 





(0.022)  –  –  –  -0.049 
(0.082)  –   
– 





(0.021)  –  –  –  –  –  -0.130 
(0.081) 
Log (capital stock per 





















































































































































2  0.003  0.195  0.260  0.261  0.258  0.261 
F statistic  18.83***  542.53***  422.95***  262.90***  259.50***  263.22*** 
Test for compound 
variables deletion  –  –  –  6.05***  1.27  6.51*** 
Source: ONS37 
 
Table E: Labour productivity disparities in Rural 80, Rural 50 and Significant Rural Local Authority Districts within city regions, relative to the 
whole sample of plants in city regions 
 
  1  2  3  4 (Rural 80)  5 (Rural 50)  6 (Significant rural) 
N  15081  14103  14103  14103  14103  14103 
        Standard  Compound  Standard  Compound  Standard  Compound 





(0.024)  –  -0.122 
(0.092)  –   
– 
 
–  – 





(0.025)  –  –  –  -0.058 
(0.092)  –   
– 





(0.023)  –  –  –  –  –  -0.057 
(0.091) 
Log (capital stock per 





















































































































































2  0.003  0.200  0.263  0.263  0.261  0.264 
F statistic  12.92***  502.53***  385.75***  239.76***  236.60***  241.03*** 
Test for compound 
variables deletion  –  –  –  5.31***  0.84  7.09*** 
Source: ONS 38 
 
Table F: Labour productivity disparities in Rural 80, Rural 50 and Significant Rural Local Authority Districts outside of city regions, relative to 
the whole sample of plants outside of city regions 
 
  1  2  3  4 (Rural 80)  5 (Rural 50)  6 (Significant rural) 
N  1729  1588  1588  1588  1588  1588 
        Standard  Compound  Standard  Compound  Standard  Compound 





(0.056)  –  0.197 
(0.189)  –   
– 
 
–  – 





(0.025)  –  –  –  -0.029 
(0.177)  –   
– 





(0.023)  –  –  –  –  –  -0.191 
(0.178) 
Log (capital stock per 





















































































































































2  0.013  0.168  0.255  0.255  0.255  0.263 
F statistic  7.26***  45.42***  41.45***  25.53***  25.54***  26.55*** 
Test for compound 
variables deletion  –  –  –  0.76  0.77  2.22** 
Source: ONS 39 
 
Table G: productivity profiles of lagging districts compared to Rural 80 districts.  
 
  1  2  3  4 
n  2554  2341  2341  2341 
        Standard  Compound 
















































































2  0.005  0.185  0.259  0.267 





–  –  –  2.86*** 
Source: ONS 40 
 
Table H: productivity profiles of lagging districts compared to Rural 50 districts.  
 
  1  2  3  4 
n  2627  2409  2409  2409 
        Standard  Compound 
















































































2  0.005  0.205  0.274  0.284 









Table I: productivity profiles of lagging districts compared to Significant Rural districts.  
 
  1  2  3  4 
n  3161  2909  2909  2909 
        Standard  Compound 
















































































2  0.007  0.191  0.264  0.267 





–  –  –  2.12** 
Source: ONS 42 
 
Table J: Chi
2 tests of labour productivity in city regions and lagging districts  
 
  Mean  Standard 
deviation  Pr(│T│>│t│) 
City region  3.306  1.067 
Not city region  3.143  0.928  0.000 
Not lagging district  3.307  1.067 
Lagging district  3.093  0.907  0.000 
City region: not lagging district  3.318  1.076 
City region: lagging district  3.144  0.955  0.000 
Not city region: not lagging district  3.188  0.958 
Not city region: lagging district  3.024  0.835 
0.001 
Source: ONS 43 
 
Figure 1 - the default rural definition pertaining to England and Wales 
 
Source: adapted from Defra, (2005a) 
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Figure 2 – Defra Classification of Local Authority Districts (LADs) 
 
Source: Defra (2005a) Annex Two 
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Source: SQW and Cambridge Econometrics (2006) 46 
 
Figure 4: Defra’s low productivity districts  
 
 
Source: DEFRA (2006) cited in Annibal and Boyle (2007) 47 
 
Figure 5: Low productivity rural districts and city-regions 
 
 
Source: Annibal and Boyle (2007) 